How does employer status benefit firms in the market
INTRODUCTION
Reflecting the central role that human resources play in every area of firm activity, strategy scholars are paying increasing attention to the role of human capital in allowing firms to achieve competitive advantage (Coff, 1997; Felin, Zenger, and Tomsik, 2009; Wang, He, and Mahoney, 2009) . A particular area of debate has been whether firms can gain sustained advantage through better access to general human capital (Campbell, Coff, and Kryscynski, 2012; Chadwick and Dabu, 2009 ). In theory, some firms could consistently be better able to attract and retain workers than others, allowing them preferential access to a critical resource. They would Keywords: organizational status; rent appropriation; careers; human capital; investment banking industry need to do so, though, in a way that is difficult for others to imitate, and that allows the firms, rather than their workers, to capture the benefits of that labor market access. The law firm Wachtell reportedly gained such an advantage by recruiting Jewish lawyers ignored by other firms (Starbuck, 1993) . Scholars have struggled to move beyond this one example, though, to provide generalizable analyses of firms gaining advantage from access to general human capital.
In this paper, we explore whether organizational status in the labor market might serve as such a source of sustained advantage in accessing human capital. Drawing on prior work, we suggest that firms with higher status should have substantial advantages in attracting workers, because workers believe that employment at high status firms signals their own ability, helping them to develop their careers (e.g., "I used to work at Goldman Sachs!"). The positional nature of status, coupled with its persistence, also makes this a source of advantage that is difficult to imitate. Yet, that same use of status to signal workers' value can also make it hard for firms to capture the value that status creates: if employment at a high status firm makes workers more attractive to other employers, then those workers should be well placed to bid up their wages.
We develop these arguments to contend that higher status firms do achieve sustainable advantage in their access to human capital, but only in the early stages of workers' careers. Analyses of data from a unique career survey of MBA alumni working in the investment banking industry confirm our main arguments. Our results suggest that, given the prevalence and persistence of status in different markets, the attainment of sustainable rents in the market for human capital may be a common phenomenon, rather than a rare event as previously theorized, and can operate as an important source of sustained heterogeneity among organizations.
THEORY AND HYPOTHESES
The main focus of this paper is on the role of employer status in providing firms with an advantage in the market for human capital. Status is a dimension of social structure that ranks actors according to their relative social position or prestige (Bothner, Podolny, and Smith, 2011; Podolny, 1993; Weber, 1968 ). An organization's status may vary across different audiences (D'Aveni, 1996) ; we focus on firms' status among workers, reflecting the respect accorded to them as employers.
Status can create advantage for firms in the market for general human capital because of workers' preference for working in those firms. High status employers are better able to attract workers than their competitors because workers believe that those employers confer a valuable signal of their employability (Phillips, 2001) , helping them to secure better jobs in future (Graffin et al., 2008) . First, as much research suggests, affiliation with a high status other is frequently used as a signal of quality in markets (e.g., Benjamin and Podolny, 1999; Podolny, 1993) . Moreover, being at a high status firm may also lead to better peer training as workers are surrounded by more able colleagues, and may also help workers to build more valuable social networks. All of these benefits of employment at high status firms then help those firms to hire better employees, creating a virtuous cycle between worker ability and organizational status. Hamori (2006) provides evidence of this advantage, showing that workers accept smaller promotions to work in firms that are renowned for operational excellence.
Status is also rare and difficult to imitate, unlike other means by which firms might attract workers, such as better working conditions or more training. The positional nature of status makes it a scarce resource: the higher the position in a status ordering that an actor occupies, the rarer that position is. Status is also persistent, as the benefits accruing to high status actors allow them to maintain their status over time (Benjamin and Podolny, 1999) . As a consequence, high status employers should have an enduring advantage over other organizations in attracting workers.
The challenges of acquiring rents from status
At the same time that status helps firms attract workers, it also imposes constraints on their ability to benefit from that attractiveness, affecting the form that firms' labor market advantage will take. First, prior research has noted how high status firms are often constrained to act in ways that are consistent with their status (Phillips, Turco, and Zuckerman, 2013) . In the labor market, that translates into a constraint on whom they can hire. In principle, firms could exploit their attractiveness to workers in one of two ways: hiring better quality workers at the same wage as their competitors, or hiring the same quality workers at lower wages. Because a high status firm's labor market advantage is based on beliefs about the quality of workers that it hires, hiring lower quality workers could ultimately threaten that advantage. Hence, high status firms are constrained to translate their preferential labor market access into hiring a more highly skilled workforce than their competitors without needing to pay the wages that those skills could command.
Second, the very visibility that creates the advantages of status also makes it difficult for firms to benefit from status. Being persistently able to attract higher quality workers than their competitors is not sufficient for high status employers to achieve advantage in the labor market. A further condition is that they are also able to prevent any rents accruing from those advantages from being captured by their workers. Because employment by a higher status firm is valuable as a signal of workers' quality, workers within those firms should also have a higher Status in the Market for Human Capital outside value. Empirical work by Farber and Gibbons (1996) shows that observable signals of worker ability are associated with a constant wage premium throughout workers' careers, as employers bid up workers' wages to their expected productivity. If status affiliation represents a signal of ability, then it should also be associated with wage increases for workers, preventing employers from capturing any benefits from their status.
Because of these challenges, we believe that high status employers are able to benefit from their status, but only under certain conditions. Specifically, high status firms are able to capture some of the value that their status creates at the beginning of workers' careers. Two processes should help firms to capture the rents of their status early in workers' careers. First, adverse selection leads employers to be wary of workers who change jobs, on the basis that such moves might reflect poor performance in their prior job (Gibbons and Katz, 1991; Greenwald, 1986) . Acemoglu and Pischke (1998) suggest that such labor market frictions allow firms to benefit from training their workers in general skills: since other prospective employers are suspicious of workers who try to move firms, it is hard for incumbents to bid up their wages to reflect their new productivity. Similarly, those workers who enter high status firms cannot credibly threaten to leave instantly in order to benefit from their newfound signal of quality. Instead, they must establish a track record at the high status firm, achieving some seniority and ratifying the initial judgment of the high status organization to hire them, before they will be attractive elsewhere. There may also be particular advantages to having received promotions to a higher level within those organizations, since promotions tend to act as signals of ability (Trevor, Gerhart, and Boudreau, 1997) . Since workers at higher status firms are believed to be more able, those that win promotions within those firms may be seen as particularly talented, further elevating their value in the labor market.
Second, workers are likely to place a much higher value on affiliation with a high status firm at the beginning of their career. How workers value different rewards varies over the course of their careers (Cherrington, Condie, and England, 1979; Tolbert and Moen, 1998) . Early in their careers, workers most value jobs that help them to develop the resources that they need to advance their careers, such as opportunities to develop skills or signal their ability (Bidwell and Briscoe, 2010) . It is also at the beginning of their career that workers are least likely to have other resources that could substitute for status affiliation in signaling ability.
In these early career jobs, we therefore expect that high status firms are able to recruit better workers than their lower status rivals, but are not required to pay them wages commensurate with their quality. Instead, those workers join the high status firms in order to acquire a signal of their ability. Despite hiring higher quality workers than other firms, as we theorized above, we therefore predict that
Hypothesis 1: Higher status firms offer pay that is not different from lower status firms for workers at the start of their career.
The corollary to this argument is that workers will no longer place the same value on their affiliation with a high status employer once they have advanced in their careers. Having established a track record through their achievements, a high status affiliation is less critical to them as a signal of their ability. Having established themselves, they also receive less of a penalty for moving firms.
As a consequence, we would not expect high status firms to be able to hold down wages for more experienced workers. Instead, later in their career, workers should be paid the full value created by their ability. This implies that workers' wages should grow more rapidly with seniority in high status firms. Because the workers hired by high status firms tend to be more able, we would generally expect them to be paid more throughout their careers, reflecting their greater value to the firm. More senior workers in higher status firms can therefore demand wages commensurate with their ability, leading wages in those firms to rise faster than they do in lower status firms. We therefore predict that 
METHODS
We tested these hypotheses within the investment banking industry. This industry has been used in several studies of status because of its very clear status hierarchy (Podolny, 1993 (Podolny, , 1994 . The extensive interfirm mobility of its workers (Groysberg, 2010) also raises the value of employer status in this context, making it well suited to testing our arguments.
Measuring employer status
Our main independent variable, employer status, is derived from the prestige ranking published by Vault.com, a website that provides career-related information for recruiters and job seekers. Vault compiles its annual prestige ranking by sending out surveys to professionals in the industry and asking them to rate the prestige of the firms that they are familiar with (excluding the firm where they work) on a scale of 1-10. The average of the scores is calculated, and the firms are ranked accordingly, from 1 (the most prestigious) to 50 (least prestigious). These prestige rankings are a particularly good measure of status because they are rooted in peer attributions and represent a combination of social and economic factors. The rankings also focus specifically on the employment aspects of status, consistent with our theory.
We gathered data on rankings from 2001 (when the prestige survey began) to 2009. The ranks were then reversed by calculating the difference between each rank and 50, so that increases in the status variable correspond to increases in organizational status. Exploratory analyses found a very high degree of persistence in employer status, consistent with much other research (e.g., Benjamin and Podolny, 1999; Merton, 1968) . For example, of the ten highest status firms in 2003 (the first year that 50 banks were included in the rating), seven were still in the top 10 in 2009. The only firms to drop out of the top 10 were either bought by other firms or were no longer primarily involved in investment banking.
The persistent nature of status led us to assign each firm a single measure of status across all years in the sample, rather than allowing the firm's status to vary over time. We believed that using a time-varying measure would likely introduce more measurement error than meaningful variation into our data. Specifically, each bank's status is measured as the highest ranking that the bank achieved between 2001 and 2009. This approach helps to deal with years when the firm does not appear in the data. The results were robust across different aggregations of Vault rankings, such as an average of rankings across [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] [2009] , and a dichotomous variable for banks that ever appeared in the list of top 10 banks.
Other variables
We tested how firms' status relates to the wages that they pay using data from a survey of MBA alumni from a large U.S. business school, collected during the summer of 2011. This dataset allows us to construct a sample of largely similar individuals, from the same school and with the same qualification, working at different organizations within the same industry.
For this study, we draw on data from alumni who graduated after 1990 (response rates from older cohorts were low, increasing concerns about nonresponse bias). Among that population, we received responses with usable information from around 32 percent of the students whom we could contact, and complete responses from around 23 percent. To check for response biases, we compared respondents with the LinkedIn resumes of nonrespondents using a subsample of 2,172 alumni. We found no evidence of systematic response biases in the financial industry: the response rate of alumni identified in LinkedIn as being in the financial services industry was within 2 percent of the overall response rate to the survey. Similarly, the job level of surveyed employees did not reflect any systemic response bias.
We asked the alumni about each employer that they had worked for and also about each job that they had held within that employer.
1 Our analyses use a subset of 458 individuals who held at least one job in the investment banking industry since 2000 (we only consider job spells after that date because of restrictions on our status data), with 911 person-job observations. Among these, we were able to identify 725 person-job observations with job titles that were usable for our analyses (explained below under Job rank), and whose employer is part of Vault's ranking. We also dropped 203 jobs (106 unique persons) outside the United States because reported pay may be in currency other than U.S. dollars. An additional 13 person-job observations with missing pay data were excluded
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Pay
We test how pay varies across firms based on respondents' self-reports of their approximate annual earnings in their first year in each of the job spells that we reported. Because of the skewed nature of the pay variable, we use natural logarithms.
Job rank
We also calculated a job rank for each job, referring to the vertical location of a job in the organizational hierarchy. The survey asked respondents about their title within each job that they held. We then coded these titles to create a consistent rank across the various different jobs. Interviews suggested that the progression of job ranks was often similar across investment banks, allowing for the creation of a consistent set of titles. Because the data consists of post-MBA jobs, the lowest rank the graduates are hired into is the associate-level position. Assigning a numerical value of 1 to the associates and 9 to senior executives, the variable rank ranges from 1 (low) to 8 (high) in our final sample. We also surveyed current students about the titles in their former employers, allowing us to tailor our coding for some of the largest banks in our sample (which together made up 80% of the jobs in our sample). We validated the hierarchy by regressing pay on rank. We found that pay increased monotonically with rank, and that controlling for rank on top of year increased the R 2 from 8.05 to 41.79 percent. Table 1 includes descriptive statistics for our variables.
RESULTS

Ability of new hires
Before testing our main hypothesis, we sought to validate our baseline assumption that higher status firms hire higher quality workers than lower status firms. Specifically, we examined whether workers who won academic awards were more likely to work for higher status employers in their first job (prior work shows that grades correlate with future performance, conscientiousness, and intelligence (Lounsbury et al., 2003; Roth et al., 1996) . In analyses not reported here, we found that those students who had won more awards or graduated with honors took jobs at higher status firms, supporting our argument that higher status firms recruit higher ability workers. Table 2 presents our analyses of respondents' pay. Our unit of analysis is the individual job. We control for year, age, gender, year of MBA graduation, tenure at the beginning of the job, and whether the respondent graduated from the executive MBA program. We also control for the rank of the job, in case workers in higher status firms are promoted more rapidly because of their higher quality. Errors are clustered by employer to take account of nonindependence of within-firm observations.
Determinants of pay
Our models support our hypotheses that starting pay does not differ significantly between high and low status firms early in the career of individuals, but that there is a significant difference among more senior employees. Models 2-4 present interactions between status and rank, age and experience. In each case, the interaction is significant, indicating that pay rises more quickly in high status firms, as predicted by Hypothesis 2. Moreover, close inspection of the coefficients supports our argument in Hypothesis 1 that initial pay is no higher in high status firms than low status firms. The estimated effect of one unit of status on log of pay when rank is 1 equals −0.00529, when age is 30 it equals −0.0002, and when post-MBA experience is 0 it equals −0.00443. In each case, the coefficients are negative but insignificant. We are only able to see a significantly positive effect of status on pay among senior workers. For example, an employer whose status is 10 units higher (e.g., Goldman Sachs vs. Vanguard) pays about 15 percent more for employees at the VP level. These effects of the interaction are illustrated in Figure 1 . In Figure 2 , we also plot out the estimated coefficients for each rank, based on estimates using rank dummies (we dropped the four individuals in rank 8 because of concerns about how their jobs were classified).
Alternative explanations
We also performed additional analyses to explore alternative explanations for our results. First, we examined whether higher status firms might also offer more opportunities for internal advancement, perhaps because they engaged in less lateral hiring. In analyses not reported here, we used Cox hazard rate analysis to estimate whether the rate of promotion into higher level jobs was any greater in higher status firms than lower status firms. We found no such effect. Second, we explored whether higher status firms might have higher ratios of junior to senior workers, making the senior workers more productive and potentially raising their wages. One of the questions in our survey asked respondents about the number of people that they managed in their jobs. We regressed the number of subordinates on job and worker characteristics and organizational status (results available from the authors). We did not find differences in the ratio of junior to senior workers across firms of different status.
We also further explored the reasons that workers do not immediately leverage the signal of employment at a high status organization into a better offer elsewhere. We examined how the benefits that workers received from status, in terms of entry into higher ranked jobs subsequently, depended on when they moved. In analysis not reported here, we found that the benefits of coming from a higher status firm accrued only to those who had been at the firm for more than five years, consistent with our arguments about the difficulties of instantly leveraging employer status into higher pay.
Supplementary analyses: workers' preferences for jobs with high status employers
Our arguments rest on the idea that workers are attracted to high status firms because of the expected career benefits of their status affiliation. We sought to confirm this assumption using an online survey of MBA students from the same school as was used in the alumni survey, who had recently engaged in job search. We surveyed both first-and second-year students, asking about both internship offers and full time offers; supplementary analyses indicated no significant difference in the responses of the first-and second-year students. We received a total of 280 completed surveys with a 45.5 percent response rate.
We found that students who were applying to investment banks consistently rated the extent to which the firm's reputation would help with future employability as the most important factor shaping their decisions. 2 We also conducted conditional logit analyses to explore which factors had most affected decisions to accept a particular offer (we first corrected those scores for bias towards those jobs they had selected-further information on this procedure is available from the authors). Those analyses demonstrated that respondents were indeed more likely to choose those jobs for which they believed that the firm's reputation would help with their future employability. For job seekers in investment banking, the respondents' odds of accepting an offer almost doubled with a one unit increase in their perception of firm's reputation (odds ratio = 1.98). We also found that workers were more likely to accept jobs that offered more prospects for internal advancement and opportunities to develop skills. These findings underline the importance of enhancing future career prospects for early-career workers.
DISCUSSION
Prior research has suggested that it is difficult for firms to attain rents in the market for general human capital (Campbell et al., 2012; Chadwick and Dabu, 2009) , and scholars have struggled to come up with generalizable examples of firms achieving such advantage; we propose that employer status could provide firms with such preferential access to human capital, given its value to workers as a signal of their ability and its persistent, hard-to-imitate nature. At the same time, we note that the publicly observable nature of employer status can make it difficult for firms to capture the benefits that it confers. As a consequence, we propose that having high status will allow firms to hire more able workers without paying them more early in their careers. As workers gain experience, though, even high status firms must pay them the wages that their ability commands. Hence, while employer status provides a real source of advantage in the labor market, those benefits are also bounded by its characteristics as a publicly observable signal.
Such an ability to generate rents from general human capital contrasts with the creation of rents from firm-specific human capital that has often been the focus of prior work (e.g., Hatch and Dyer, 2004; Wang et al., 2009) . Unlike firms that create rents through firm-specific human capital, high status firms generate rents because of the advantages that they confer on workers once those workers leave. Hence, while those firms may want to limit the exit of valued employees ex post, their ability to continue attracting the best workers despite paying them no more than competitors relies on their ability to offer attractive exit options ex ante. This also highlights the potential benefits that firms can gain from workers' agency (cf. Coff, 1997) . Other inputs to the firm generally have little preference about which organization uses them. Oil wells don't seek to be owned by a particular firm that might enhance their future value. But workers do care about exactly this issue, allowing firms to benefit from boosting workers' future opportunities.
An important implication of this paper, therefore, is the value of attending to workers' career needs in competing in the labor market. Indeed, our supplemental analyses indicated that ability to enhance future employability was the most important factor that workers considered in choosing employers in investment banking. Our results therefore indicate that employers should pay close attention to how they can offer to advance workers' careers if they wish to be competitive in the labor market. They also highlight the way that different rewards are important at different career stages, as high status firms that can hold down the wages of their high quality workers early in their careers cannot do so subsequently. It is also possible that firms could build on their advantage further by carefully tailoring their human resource systems to the career stage of their workers. Professional service firms generally exploit workers' career needs to create value, as their business models tend to involve hiring large numbers of junior workers who exchange the valuable training that they receive for wages that are far lower than the rates that clients are billed (Maister, 1997) . High status firms might gain even more advantage by hiring larger numbers of junior workers, where they have the most advantage. We did not find evidence of such behavior in this case, though.
In addition to elucidating some of the sources of rents in the market for human capital, our study also contributes to the status literature. First, our analyses add to the nascent literature on the role of organizational status on employment (D'Aveni, 1996; Graffin et al., 2008; Phillips, 2001; Rider and Tan, 2011) , rather than the more commonly studied markets for goods and services (Podolny, 1993 (Podolny, , 2005 . Prior work has generally focused on understanding how status shapes which organizations workers can move across, or the effects of status on promotion rates. We show how the salient features of status work to mutually benefit both high status employers and high ability employees, providing preferential labor market access to the former and a valuable signal of ability for the latter.
Our study also explores a question that has previously received little attention, which is how the benefits of status evolve over time. Although it is well established that high status actors receive better terms of trade in their interactions, reflecting the value that their status confers on partners (e.g., Castellucci and Ertug, 2010; Hsu, 2004) , scholars have not explored how those terms evolve over time. Within the labor market, at least, we suggest that the value of a status affiliation declines over time as actors are able to signal their quality independent of their partner. Further research could explore whether similar dynamics play out in other markets.
Our study draws on data from a single industry, and it is important that future work extend our analysis to other settings. Other work could also explore in more detail how much the career benefits of working at a high status firm are due to the signal of ability that it provides versus the superior knowledge or more valuable relationships that workers gain from working at a more prestigious firm. Our theory does not directly depend on which of these advantages is more important: our arguments hinge on the idea that working at a high status employer helps workers get better jobs subsequently, not on the exact sources of that advantage.
Nor does our study explore the cost of achieving and maintaining status, focusing instead on the idea that status, once established, endows firms with a certain kind of benefit in the labor market. Previous studies, however, have described some of the costs
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incurred by high status firms, such as sacrificing potential profits from entering areas of business that are not consistent with their status (Abbott, 1981; Phillips and Zuckerman, 2001; Sandefur, 2001) . We have suggested that the need to maintain their status may prevent high status firms from lowering their wages well below market, given their need to attract high ability workers. There may be other important ways in which status constrains these firms' activities. For example, high status firms may be more reluctant to recruit from nontraditional sources if such a strategy is seen as inconsistent with their status or challenges the reputation of their employees. These trade-offs related to organizational status call for deeper investigation of the net value of status as a composite of the benefits and costs in the different markets in which the firms operate.
Also, while we drew on the idea that status is persistent and self-reinforcing, this self-reinforcing process must originate somewhere, possibly from the product market. Such a correlation between product market status and status as an employer suggests the potential for interesting spillovers across markets: as firms are able to attain superior performance in a product market, they may go on to receive competitive advantage in the labor market, too. To the extent that their advantage in the labor market is largely due to their status, and that status is a very persistent attribute, it is possible that the resulting labor market advantage could be far more enduring than the initial product market advantage that first spurred it.
